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REIMBURSEMENT  FOR  THE  PROVIDERS  OF  HEALTH 

SERVICES 


Introduction 

At  the  heart  of  third-party  health  insurance  contracts  and  programs 
are  the  provisions  which  determine  the  amounts  and  methods  by  which 
providers  of  health  services — namely,  institutions  and  practitioners — 
are  paid  for  the  rendering  of  care  to  patients.  In  addition  to  establish- 
ing ultimate  payment  levels,  reimbursement  provisions  also  contain 
important  features  that  can  affect  both  the  cost  and  price  structures 
of  the  services  provided  to  insured  persons. 

Each  of  the  major  proposals  before  the  Congress  to  establish  a 
program  of  National  health  insurance  contains  reimbursement 
provisions,  some  in  explicit  form,  others  implied.  Proponents  of  some 
of  these  measures  have  indicated  that  the  speeifie  set  of  reimbursement 
features  incorporated  into  their  proposals  are  intended  to  accomplish 
one  or  more  public  policy  goals — e.g.,  the  control  of  health  care  costs, 
changes  in  the  organization  of  health  resources,  etc.  Others  have  made 
no  explicit  statements  regarding  the  inclusion  of  a  specific  set  of  reim- 
bursement principles  in  their  National  health  insurance  measures. 

It  is  the  purpose  of  this  print  to  examine  the  ways  in  which  providers 
of  health  services  are  now  being  reimbursed,  or  might  be  under  each  of 
the  health  insurance  schemes,  and  to  discuss  some  of  the  intended 
(as  well  as  unintended)  consequences  of  adopting  one  or  another 
reimbursement  option. 

Part  I 

HOSPITAL    REIMBURSEMEXT 

A  General  background 

Before  the  advent  of  private  health  insurance  and  other  third-party 
health  service  programs,  hospitals  obtained  much  of  their  revenues 
directly  from  self-paying  patients.  Around  the  turn  of  the  20th 
Century,  hospitals  operated  on  what  today  would  be  called  an  " all- 
inclusive  rate"  basis — i.e.,  hospitals  charged  each  patient  a  flat  daily 
rate  designed  to  cover  all  of  the  services  rendered  to  the  individual, 
including  room  and  board,  general  nursing  care,  routine  laboratory 
services,  and  the  like. 

But  changes  in  both  the  character  and  the  kinds  of  services  provided 
by  hospitals  soon  produced  changes  in  the  ways  in  which  the  institu- 
tions billed  patients  for  certain  services:* 

The  development  of  aseptic  techniques  in  surgery  and  the 
increased  use  of  anesthesia  resulted  in  departure  from  the  all- 
inclusive   daily  rate   system    and    the    establishment   of   special 


*Mannix,  John  R..  "Blue  Cross  Reimbursement  of  Hospitals — Current  Methods  and  Their 
Evolution.''  from  a  paper  presented  at  the  University  of  Michigan-Ann  Arbor  Center  for 
Continuing  Education  :  July  14.  1969. 
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charges  for  the  use  of  the  operating  room  and  anesthesia.  The 
discovery  of  the  Roentgen  ray  in  L895  resulted  in  another  special 
charge  for  x-ray  service.  Special  charges  for  laboratory  services, 
electrocardiograms,    physical   therapy,   drugs,   and   many   other 
services  followed,  until  by  the  L920's  it  was  not  unusual  for  the 
total  amount  of  special  charges  to  exceed  the  regular  daily  service 
charge. 
Dissatisfaction  with  the  variety  and  amount  of  these  new  special 
charges  led  many  hospitals  to  reconsider  use  of  the  all-inclusive  rate 
system  for  the  pricing  of  their  services.  Some  institutions  established 
an  all-inclusive  rate  for  the  special  services,  thereby  averaging  Buch 
charges  among  all  patients  of  the  respective  facilities.  Other-  estab- 
lished an  all-inclusive  rate  for  all  services,  routine  and  special,  varying 
them  only  by  length  of  stay  and  by  type  of  hospital  accommodation. 
From  a  historical  standpoint,  reemergence  of  all-inclusive  rates  was 
important.  The  use  of  such  a  system  represented  an  early  attempt  to 
distribute   and   equalize    the   impart    of   certain   expensive   services 
among  all  of  the  patients  of  an  institution.  The  all-inclusive  rates 
helped  to  relieve  some  of  the  heavy  financial  burden  that  ought  other- 
wise fall  upon  the  occasional  patient,  who  required  large  amounts  of 
specialized   care.    The   all-inclusive   rate   also    became   the   principal 
basis    upon    which    early    third-party    payer-    reimbursed    hospitals 
through  negotiated  payments. 

The  idea  of  spreading  the  impact  of  hospital  charges  among  all  of 
the  users  of  individual  hospitals  was  carried  a  step  further  by  the 
original  Blue  Cross  plans.  These  prepayment  organizations  distributed 
the  (  of  several   hospitals,  located  in   different   communities, 

over  the  entire  enrolled  population  of  the  plans.  In  the  beginning. 
Blue  Cross  plans  generally  reimbursed  hospitals  in  one  of  two  ways — 
on  the  basis  of  the  individual  facility's  established  charm1-  or  on  the 
basis  of  negotiated  uniform  rates.  The  latter  method  seems  to  have 
been  the  more  commonplace,  since  flat  negotiated  rates  made  it 
relatively  easy  for  the  plans  to  estimate  their  anticipated  liabilities 
(and  to  establish  their  premium 

Reimbursement  on  the  ba^is  of  established  or  negotiated  charges, 
however,  was  not  the  only  way  in  which  the  third-party  bulk  pur- 
chasers of  hospital  care  paid  for  services  rendered.  Reimbursement  on 
the  basis  of  hospital  costs,  rather  than  charges,  began  to  develop 
during  the  (airly  1920's.  One  of  the  first  to  utilize  cost-based  reimburse 
ment  for  hospital  care  was  the  Pennsylvania  Department  of  Public 
Welfare,  which  reimbursed  institutions  on  the  ba>is  of  "estimated 
co-t>>  per  patient  day." 

During  the  19:;n'>,  the  Federal  Government  entered  the  hospital 
reimbursement  field  with  payments  to  non-governmental  facilities 
providing  care  to  crippled  children.  Since  not  all  costs  incurred  by 
hospitals  necessarily  are  related  to  patient  care  (e.g.,  costs  of  running 
a  hospital  gift  shop),  reimbursement  was  made  to  such  institutions 
on  the  basis  of  certain  "reimbursable,"  rather  than  total  costs.  Cost 
reimbursement  was  subsequently  employed  in  a  variety  of  govern- 
mental programs  (including  medicare  and  medicaid),  and  has  since 
become  the  predominant,  though  not  exclusive,  basis  used  by  third- 
party  payers  to  reimburse  hospitals. 


B.  Current  Reimbursement  Practices 

1.  Payment  on  the  Basis  of  Charges. — Like  other  businesses,  hospitals 
assign  various  prices,  or  charges,  for  different  units  of  service  they 
supply  to  their  patients.  For  example,  specific  charges  may  be  estab- 
lished for  room  and  board,  by  type  of  accommodation.  Additional, 
separate  charges  may  be  made  for  specific  ancillary  services,  such  as 
the  use  of  an  operating  room.  Taken  together,  the  sum  of  these 
charges  constitute  the  bill  that  is  presented  to  the  patient  upon  the 
hitter's  discharge.  For  the  self-paying  patient,  such  charges  are  also 
the  basis  for  reimbursement. 

Charges  may  also  be  the  basis  for  reimbursement  in  instances  where 
the  patient  is  insured  through  a  third-party  mechanism.  The  third- 
party  may  reimburse  the  insured  directly,  who,  in  turn,  settles  with 
the  hospital.  Or,  the  third-party  may  be  authorized  to  pay  the  hospital 
directly  on  behalf  of  the  insured.  Charge-based  reimbursement  is  still 
a  common  method  of  pa3Tment  among  a  number  of  the  Blue  Cross 
organizations  in  the  United  States.  Some  of  these  plans  reimburse  on 
the  basis  of  "billed  charges"  (or  "uncontrolled  charges").  Others  pay 
on  the  basis  of  charges,  if  such  charges  can  be  shown  to  be  "cost- 
related."  In  the  latter  case,  the  plans  are  notified  of  tentative  changes 
in  a  hospital's  charge  schedule.  The  hospital  supplies  the  plan  with  a 
budget  and  other  materials  showing  cost  justifications  for  each  of  the 
proposed  changes.  Still  other  plans  pay  on  the  basis  of  "negotiated 
charges."  Prior  to  the  implementation  of  any  changes  in  an  institu- 
tion's schedule  of  charges,  the  plan  examines  a  budget  not  only  to 
determine  that  the  proposed  changes  are  cost-related  but  also  that 
the  hospital  has  exercised  reasonable  levels  of  management  efficiency 
and  effectiveness. 

Most  of  the  commercial  health  insurers  in  the  United  States  rely 
upon  charges  as  the  basis  for  reimbursement  for  hospital  care.  Certain 
services,  such  as  room  and  board,  may  be  reimbursed  on  a  "full 
charge"  basis.  Usually,  however,  various  ceilings  are  placed  on  the 
overall  amount  of  the  charges  for  which  the  insurer  will  assume 
liability.  The  insurer  will  "indemnhV '  the  insured  up  to  these  specified 
ceilings  (usually  expressed  as  some  dollar  amount).  Charges  in  excess 
of  the  indemnified  amounts  are  either  borne  by  the  patient  entirely, 
or  are  reimbursed  according  to  some  sort  of  cost-sharing  schedule 
(e.g.,  a  percentage  of  billed  charges  in  excess  of  the  dollar  ceilings). 

2.  Reimbursement  on  the  Basis  of  Costs. — Reimbursement  on  the  basis 
of  hospital  costs  is  today  the  predominant  method  used  by  third- 
parties  to  pay  for  hospital  care.  Basically,  cost  reimbursement  involves 
determinations,  usually  in  accordance  with  certain  established  cost 
principles,  of  the  actual  costs  by  a  facility  in  the  rendering  of  patient 
care.  The  actual  charges  incurred  by  a  specific  patient  do  not  directly 
affect  the  basis  of  payment,  except  (1)  where  patient  charges  are  used 
as  measures  of  relative  hospital  use  in  the  process  of  apportioning  the 
liabilities  of  different  third-parties  (see  below)  or  (2)  where  the 
reimbursement  contract  provides  that  pa}mient  to  an  institution  will 
be  on  the  basis  of  charges,  if  charges  are  less  than  costs. 

There  are  several  ways  of  reimbursing  hospitals  on  a  cost-basis.  For 
many  years,  third-party  payers,  such  as  Blue  Cross,  paid  on  the  basis 
of  "average  per  diem  costs."  Under  this  arrangement,  the  total  costs 
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of  operating  the  inpatient  services  of  a  facility  are  summed  and 
certain  "non-allowed"  costs  (e.g.,  bad  debts,  collection  agency  fees, 
arc  deducted  from  the  total.  The  adjusted  total  is  then  divided 
l>\  the  total  number  of  inpatient  hospital  days  to  arrive  at  an  "av< 
per  diem  cost."  This  "per  diem"  rate  is  then  multiplied  b>  the  num- 
ber of  days  actually  used  by  persons  covered  under  the  third-party 
plan.  From  the  estimated  total  liability  are  deducted  various  amounts 
tor  certain  disallowed  services,  non-con t  ract  charges,  and  the  like.  The 
balance  then  constitutes  the  third-party's  liability  to  the  institution 
in  question. 

Cost  reimbursement  on  a  "per  diem"  basis,  however,  fails  to  tak< 
into  account  differences  in  the  utilization  patterns  among  the  various 
users  of  hospital  services,  particularly  between  aged  and  non-aged  pa- 
tient-. It  i-  the  nature  of  hospital  care  that  the  greatest  use  of  ancillary 
services,  and  thus  the  highest  costs,  usually  occurs  during  the  first  few 
day-  of  the  confinement.  Since  the  aged  remain  hospitalized  longer  than 
other  patients,  their  average  per  diem  costs  for  ancillary  services  are 
spread  over  a,  lengthier  time  frame  and,  thus,  are  lower  than  those  for 
non-aged  patient-.  If  a  third-party  program  is  composed  largely  of 
older  persons  (or  other-  who  have  longer  than  average  lengths  of  stay  I, 
it  may  find  itself  subsidizing  a.  portion  of  the  co>ts  of  the  younger  pa- 
tient- in  a  facility,  if  reimbursement  i>  made  on  the  basis  of  the  "aver- 
age per  diem  cost"  for  the  total  patient  population. 

In  enacting  medicare  (which  reimburses  on  a  cost  basis),  Congress 
sought  to  prevent  any  cross-subsidization  between  the  medicare  and 
non-medicare  population-.  This  i>  accomplished  by  means  of  the 
RCCAC  cost  apportionment  system.  RCCAC  i^  shorthand  for  the 
"ratio  of  beneficiary  charges  to  total  patient  charges  as  applied  to 
costs."  Under  RTC  )A(  \  tin1  charges  for  covered  services  attributable  to 
medicare  patients  are  divided  by  the  total  charges  made  for  covered 
services  to  all  hospital  patients.  The  resulting  percentage  is  then  multi- 
plied by  total  allowable  costs  to  arrive  at  medicare's  reimbursement 
liability  to  an  institution.  (In  actual  practice,  a  number  of  different 
RCCA( )  apportionment  rules  are  applied  in  making  such  calculation-.) 
Note  that  the  individual  charges  to  medicare  patients  affect  reimburse- 
ment only  to  the  extent  that  they  determine  the  percentage  of  allow- 
able costs  for  which  payments  will  be  made. 

Because  charges  are  used  to  apportion  costs  under  tin4  various 
RCCAC  method-,  careful  examination  must  be  made  of  the  charge 
-tincture-  of  individual  hospitals.  If  charges  are  resonably  related  to 
costs,  a  third-party  paying  on  the  basis  of  RC(  JA( )  will  reimburse  close 
to  it-  fair  share  of  the  costs  of  providing  services  to  its  enrollees.  U  such 
charges  are  not  cost-related,  however,  the  third-party  may  end  up  pay- 
ing more  or  less  than  its  proper  -hare  of  hospital  costs.  ( Jare  must  also 
be  taken  to  assure  that  facilities  do  not  manipulate  their  charge 
structures  in  such  a  manner  as  to  favor  one  oi  another  group  sole1 
the  purpose  of  obtaining  unfair  or  inequitable  reimbursement  outcomes. 

.,'.  "Incentive"  Systems  of  Reimbursement  —  The  steady  and  dramatic 
increases  in  both  the  charges  for  and  costs  of  hospital  care  have 
prompted  a  number  of  third-party  payers  toexperiment  with  alternative1 
ways  of  reimbursing  institution-.  In  some  instances,  hospitals  have 
entered  into  such  alternative  arrangements  voluntarily.  In  other  cases, 
new  reimbursement  procedures  have  been  mandated  by  legislation. 


The  principal  purpose  of  these  experiments  lias  been  to  introduce 
some  degree  of  constraint  on  charge  and  cost  increases  b}7"  setting  limits 
on  the  amounts  that  will  be  paid  hospitals  during  some  future  period. 
Hospitals  are  given  incentives  for  improved  efficiency  and  management 
and  are  rewarded  in  one  way  or  another,  if  they  can  perform  at  or  below 
tbp  Ip.vpI  of  the  "targeted"  payments. 

Variations  of  cost-based  reimbursement  mechanisms  have  been 
explored.  One  of  these  is  known  as  the  "average  group  cost"  method 
of  payment.  Under  this  system,  all  of  the  institutions  reimbursed  by  a 
third-party  are  grouped  according  to  shared  characteristics — e.g., 
size,  services,  geographic  location,  type  of  ownership,  etc.  In  theory., 
similarly  grouped  hospitals  should  be  subject  to  similar  economic 
conditions  and  pressures.  An  "average  cost"  is  established  for  each 
of  the  groups  and  individual  hospitals  within  a  group  are  reimbursed 
on  the  basis  of  this  "average"  cost.  Hospitals  with  higher  than  average 
costs  are  penalized,  while  those  with  lower  thai;  average  costs  may  be 
rewarded.  In  some  instances,  hospitals  with  lower  than  average  costs 
retain  some  or  all  of  the  difference  between  their  actual  costs  and  the 
average  for  the  grouping.  Hospitals  with  "excessive"  costs  are  paid 
no  more  than  the  "average"  payment  or  are  otherwise  penalized 
with  respect  to  costs  incurred  above  the  group  "average." 

Another  incentive  reimbursement  scheme  is  often  referred  to  as 
"prospective  budgeting."  Under  this  approach,  the  needs  of  each 
hospital  department  are  assessed  for  some  future  period  of  time  (e.g., 
a  year).  Areas  of  possible  saving  or  economy  are  noted  and  an  overall 
target  budget  is  prepared.  The  target  budget  takes  into  account  the 
areas  for  cost  reduction  developed  during  the  survey  process.  At  the 
end  of  the  time  period,  incentive  payments  may  be  made  to  those 
hospitals  which  achieved  or  performed  below  their  targeted  budget 
or  rates.  Hospitals  that  have  exceeded  their  targets  are  penalized 
with  respect  to  excess  costs. 

Cost  per  case  reimbursement  is  yet  another  experimental  reimburse- 
ment system.  Average  lengths  of  stay  by  diagnosis  and  age  groupings 
are  established.  Lump-sum  payments  are  made  to  each  hospital  by 
multiplying  the  expected  average  length  of  stay  by  some  daily  reim- 
bursement rate.  Thus,  the  institution  receives  fixed  payment  amounts 
for  each  patient  regardless  of  the  actual  stay.  The  incentive  for  the 
hospital  is  to  keep  lengths  of  stay  down,  in  order  to  hold  costs  at  or 
below  the  costs  established  for  the  "average"  case. 

These  are  but  just  some  of  the  prototype  "incentive  reimburse- 
ment" systems  that  have  been  or  can  be  devised.  Some  focus  on 
process  by  rewarding  or  penalizing  institutions  for  initiating  or  not 
initiating  improved  management  processes;  others  focus  on  perform- 
ance by  linking  rewards  and  penalties  to  reimbursement  outcomes. 

4.  Utility-Type  Regulation. — Hospitals  possess  some  of  the  charac- 
teristics that  liken  them  to  public  utilities.  The  services  they  provide 
in  most  communities  are  "essential"  services.  No  acceptable  substitutes 
can  be  found  for  many  of  the  13'pes  of  care  they  render.  Hospitals  are 
confronted  with  high  fixed  costs  and  may  be  in  a  position  to  engage 
in  certain  monopoly  pricing  practices.  In  order  to  assure  that  the 
prices  charged  by  hospitals  are  reasonable,  and  not  excessive,  some 
attempts  have  been  made  to  establish  rates  through  one  or  another 
rate-setting  authority.  Third-party  payers,  in  turn,  reimburse  the 
institutions  according  to  such  "regulated"  rates. 


6 

_:kmI  rate-setting  responsibilities  ma}  perform  a 
a  variety  of  tasks,  depending  upon  the  degree  and  areas  of  authority 
granted  them.  For  example,  agencies  ma\  or  may  doI  be  given  powers 
to  control  the  distribution  and  production  of  hospital  services,  as 
well  as  prescribing  rates.  Other  duties  of  such  agencies  ma\  include: 
certifying  that  total  hospital  costs  are  reasonably  related  to  total 
services  offered,  that  aggregate  rates  |>ear  a  reasonable  relationship 
to  aggregate  costs,  and  that  rates  are  equitable  to  preclude  dis- 
criminatory pricing.  Agencies  may  also  be  given  the  powers  to  compel 
financial  disclosure  and  to  perform  audit-  of  hospital  operation-  for 
the  purpose  of  rate-setting. 

( '.  H(  imbursement  Limitations  and  Controls 

At  the  present  time,  hospitals  may  obtain  their  revenues  from  several 
or  all  of  the  reimbursement  devices  described  in  the  preceding  section. 
Charges  are  the  basis  of  reimbursement  I'm-  self-paying  patients,  for 
those  insured  under  most  commercial  contracts,  and  for  many  Blue 
-  subscribers.  Other  income  is  derived  from  cost-based  payments 
made  on  behalf  of  medicare  beneficiaries,  medicaid  recipients,  and 
other  Blue  Cross  members.  Still  other  revenues  may  he  generated 
through  special  "incentive"  reimbursement  arrangements  entered  into 
by  institutions  with  individual  third-parties.  Each  of  these  generic 
methods  of  paying  for  hospital  care  ha-  different  characteristics. 

1.  Charge-based  Reimbursement — One  of  the  key  features  of  charge- 
based  reimbursement  arrangements — especially  those  that  pay  on  the 
basis  of  uncontrolled  charges — is  the  freedom  and  latitude  granted  to 
hospitals  regarding  their  revenue  expectations.  Institutions  that  receive 
a  sizeable  proportion  of  their  income  on  the  basis  of  charges  are  in  an 
excellent  position  to  obtain  whatever  target  revenue  Levels  they  de-ire 
without  much  concern  for  the  rationality  of  them-  pricing  policies. 
Charges  for  certain  services  may  be  entirely  unrelated  to  the  costs 
associated  with  the  production  of  such  services.  Cost  increases  are 
countered  easily  by  changes  in  the  charge  -tincture  of  an  institution. 
Inere  i-  little,  if  any,  external  pressure  on  facilities  so  reimbursed  to 
economize  or  to  resist  cost  increases  in  their  operation-. 

Some  degree  of  cost  containment  or  control  may  be  achieved,  if  a 
hospital  i-  obliged  to  demonstrate  that  changes  in  it-  charges  for  serv- 
ices are  both  cost-related  and  warranted.  Similarly,  payment  on  the 
basis  of  "negotiated"  charges  may  achieve  some  measure  of  cost  con- 
trol to  the  reimbursement  process,  particularly  where  the  third-party 
stipulates  maximums  on  the  charges  it  will  pay  during  a  prospective 
contract  period.  Price  increases  in  excess  of  such,  maximums  would  not 
be  reimbursable  by  the  third-party  during  such  time  frame. 

2.  Cost-based  Reimbursement — Cost-based  reimbursement  systems 
have  been  widely  criticized  as  lacking  in  effective  cost  control  feature-. 
There  i-  little  in  the  way  of  pressure  on  institutions  so  paid  to  contain 
their  costs,  since  any  such  increases  are  -imply  passed  along  to  the 
third-parties  that  reimburse  on  a  cost-basis. 

It  has  even  been  suggested  that  most  cost-based  reimbursement  sys- 
tems contribute  to  hospital  inefficiencies  and  wasteful  expenditures 
(and,  thereby,  to  hospital  inflation),  since  such  systems  virtually 
guarantee  payment  for  costs  that  (a)  are  not  determined  in  the  usual 
competitive   marketplace,    (b)    are    virtually    unregulated    by   public 


authority,  and  (c)  are  not  effectively  controlled  by  the  facilities  (hem- 
selves.  Cost-based  reimbursement  may  even  contain  disincentives  for 
hospitals  to  seek  economies  or  certain  costs,  since  any  reductions  that 
are  achieved  only  result  in  reduced  income  to  hospitals  from  cost- 
based  third-parties. 

3.  Incentive  Reimbursement. — Experience  with  a  number  of  the  so- 
called  "incentive"  reimbursement  approaches  to  date  has  been  both 
rather  limited  and  somewhat  inconclusive.  Administrative  feasibility 
is  a  major  factor  in  designing  and  evaluating  one  or  another  of  the 
alternate  methods  to  the  usual  charge  or  cost-based  systems.  The  costs 
of  administration,  for  instance,  and  the  costs  of  whatever  rewards  are 
paid  "efficient"  institutions  must  be  less  than  the  costs  savings  antic- 
ipated from  the  incentive  mechanism. 

Some  of  the  incentive  methods,  such  as  prospective  budgeting,  can 
involve  complex  and  extensive  work,  not  only  on  the  part  of  the  hos- 
pitals, but  also  during  the  process  of  negotiating  budgets  with  third- 
party  payers.  Some  third-party  experiments,  in  fact,  have  failed  and 
have  been  dropped  due  to  the  extensive  time  demands  required  in 
developing  and  applying  the  budget-setting  process. 

The  acceptability  of  an  incentive  reimbursement  scheme  to  hos- 
pitals— particularly  where  participation  in  such  a  system  is  not 
mandated — is  another  important  consideration.  Acceptance  by  the 
institutions  probably  depends  more  on  the  expected  payment  level,  in 
contract  to  existing  reimbursement  rates,  than  on  the  method  used  to 
determine  rates  under  the  incentive  scheme.  Third-party  payers  have 
found  it  difficult  to  obtain  voluntary  participation  in  some  of  the 
incentive  experiments,  because  the  hospitals  see  nothing  to  gain  by 
giving  up,  say,  cost  reimbursement  to  risk  lesser  levels  of  payment. 

Another  concern  of  institutions  under  incentive  payment  systems  is 
the  matter  of  capital  needs.  Reimbursement  by  third-parties  has 
become  the  major  source  of  capital  for  hospitals  today.  Before  the 
institutions  are  willing  to  participate  in  experimental  systems,  they 
must  believe  that  the  prospective  rates  will  be  high  enough  to  assure 
them  of  the  capital  they  feel  they  need. 

Hospitals  are  also  concerned  about  the  ways  in  which  incentive 
rates  would  be  adjusted  for  uncontrollable  or  unforeseen  events.  It 
may  be  unfair  to  penalize  or  reward  institutions  for  cost  changes 
beyond  their  control,  and  it  is  not  always  clear  whether  certain  events, 
that  lead  to  cost  changes  could  have  been  controlled  or  anticipated. 

4.  Utility-type  Regulation. — There  has  been  perhaps  even  less 
experience  with  rate-setting,  or  utility-type  regulation,  than  there  has 
been  with  incentive  reimbursement  systems.  Utility  regulation  in 
general  requires  the  development  of  standards  against  which  to  mea- 
sure and  price  out  various  units  of  service.  This  is  exceedingly  difficult 
to  accomplish  in  the  hospital  field,  where  there  are  qualitative  differ- 
ences in  the  various  outputs  of  health  facilities. 

In  addition  to  the  difficulties  encountered  in  attempting  to  standar- 
dize and  value  the  units  of  service  provided  by  hospitals,  the  unpre- 
dictabilit}^  of  the  composition  and  the  nature  of  the  demand  for 
hospital  services  also  raise  serious  administrative  problems  for  rate- 
setting  agencies.  These  and  other  problems  suggest  that  additional 
experience  with  hospital  rate-regulation  is  needed  before  wide-scale 
application  of  such  regulation  is  employed. 


Part  II.     Physician   Reimbursement 

.  l.  a,  ru  ral  Background 

The  great  majority  of  the  Nation's  some  200,000  physicians  who 
have  office-based  practices  hill  for  their  services  od  n  fee-for-service 
basis.  Fee-for-service  simply  mean-  that  the  physician  bills  a  charge 
for  each  sen  ice  that  he  renders. 

A  physician  may  take  a  number  of  considerations  into  account  in 
setting  hi-  fees.  These  include  such  factors  as:  the  amounts  charged 
by  mher  physicians  in  the  area;  the  net  income  he  wishes  to  generate; 
lus  qualifications  and  experience;  expenses;  and  the  time  required  to 
perform  a  given  procedure  and  it-  complexity. 

Traditionally,  physicians  bave  tailored  their  charges  to  the  in- 
dividual patient's  ability  to  pay.  However,  the  growth  of  private  and 
public  health  benefit  programs  and  the  practical  difficulties  en- 
countered in  assessing  a  patient's  ability  to  pay  have  combined  to 
substantially  reduce  the  use  of  sliding  scales. 

Physicians  often  set  the  fees  they  charge  with  the  help  of  a  "relative 
value  scale"  (RVS).  RVS's  are  established  by  medical  societies  and 
are  intended  to  show  the  relative  value  of  the  various  services  phy- 
sicians perform,  taking  account  cf  the  time,  skill,  and  overhead  costs 
that  each  service  requires.  As  a  practical  matter,  however,  RVS's  are 
largely  based  on  the  relationships  between  the  fees  actually  being 
charged  for  the  various  services  by  the  Medical  Society  members. 

While  based  on  fee  data,  RVS's  are  stated  in  terms  of  abstract 
numbers — e.g.,  a  routine,  follow-up  office  \  i-it  might  be  valued  as  2 
units  and  a  comprehensive  physical  examination  at  12  units.  The 
physician  converts  these  abstract  values  into  fees  by  multiplying 
them  by  a  dollar  amount,  called  a  "conversion  factor,"  that  will 
produce  the  level  of  fee-  he  wishes  to  charge.  For  example,  assuming 
the  above  relative  value-,  the  use  of  a  conversion  factor  of  $3  would 
result  in  fee-  of  $6  for  the  routine  visit  and  $36  for  the  comprehensive 
examination.  A  $4  conversion  factor  would  produce  fees  of  $8  and 
$48  respectively.  Once  an  appropriate  conversion  factor  i-  -elected, 
it  can  he  applied  to  tin1  large  number  of  procedures  a  physician  per- 
forms so  a-  to  achieve  a  rational  schedule  of  lee-. 

The  RSV's  are  not  binding  on  physicians,  hut  their  use  i-  widespread 
because  they  provide  a  convenient  and  systematic  method  of  pricing 
the  thousands  of  different  medical  services  physicians  furnish. 

RSV's  al-o  simplify  fee  negotiations  that  take  place  between  phy- 
sicians and  medical  care  purchasers.  In  recommending  the  use  of 
relative  value  scales  in  1959,  i he  AM  A  ( Jommittee  on  Medical  Practice 
stated: 

Tide--  .  .  .  [relative  value]  studies  of  this  type  are  made 
in  the  very  near  future  and  adopted  by  I  he  medical  profession, 
medicine  run-  the  ri-k  of  alienating  public  opinion  and  losing 
it-  bargaining  position  with  other  agencies,  private  and 
►vernmental,  which  are  engaged  in  financing  the  cost  of 
medical  care  to  the  American  people.  Last,  and  by  no  means 
least,  if  medicine  <\^c-  not  undertake  this  activity,  it  may 
be  done  by  others  who  are  much  le<s  qualified. 
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Although  fee-for-service  is  by  far  the  most  commoD  method  of 
paying  for  patient  care  services  in  the  United  States,  a  significant 
number  of  physicians  are  paid  on  other  bases. 

Salary  is  the  customary  method  of  payment  in  government  hospital-. 
Salary  payments  are  also  often  made  to  department  heads  and  other 
key  physician  staff  in  university-affiliated  hospitals  that  carry  out 
major  programs  for  the  training  of  interns  and  residents.  These 
salaries,  which  can  cover  teaching,  administrative  or  research  activities 
as  well  as  patient  care,  are  sometimes  supplemented  by  fees  that  the 
salaried  physicians  receive  from  paying  patients.  Residents  and 
interns,  who  themselves  arc  usually  licensed  physicians  who  provide  a 
great  deal  of  patient  care  as  part  of  their  training  experience,  are  also 
paid  a  salary  (called  a  'stipend"). 

Some  physician>  who  work  part  time  in  hospital  outpatient  clinics 
and  emergency  departments  are  paid  on  a  "session  basis" — a  flat  rat*' 
is  paid  for  each  session  without  regard  to  the  exact  number  of  hours 
worked. 

The  method  of  payment  to  pathologists,  radiologists,  and  other  so- 
called  hospital-based  specially  has  been  qtiite  controversial.  A  major 
issue  in  the  debate  is  whether  both  the  physician  and  the  hospital  or 
the  hospital  alone  should  bill  the  patient  (or  his  insurance  plan). 
Traditionally,  the  hospital  has  billed  for  lab  tests  and  x-rays  and  paid 
the  hospital-based  specialists  in  accordance  with  whatever  financial 
arrangement  the  speciali-ts  and  the  hospital  had  negotiated.  Because 
it  is  usually  the  hospital  that  supplies  the  department's  equipment 
and  technical  personnel,  the  payment  made  to  the  physician  usually 
i>  only  a  relatively  small  proportion — say  20%  or  30% — of  the  total 
collected. 

Over  the  past  10  years,  hospital-based  specialists  have  made  a 
vigorous  effort  to  end  their  dependence  on  the  hospital  for  their 
compensation.  They  argue,  in  part,  that  they,  like  other  physician-, 
should  look  to  the  patient  for  payment  because  it  is  the  patient  who 
benefits  from  their  service^. 

Salaries  are  a  common  form  of  payment  to  physicians  in  group 
practice,  especially  the  younger  staff  members.  Except  where  the  group 
practice  is  operated  in  conjunction  with  a  prepayment  plan,  fees-for- 
service  are  charged  for  the  care  that  is  rendered. 

Psychiatrists  in  private  practice  are  also  paid  on  a  time  basis — 
typically,  a  flat  rate  for  a  50-minute  ses-ion — since  the  time  spent 
with  the  patient  is  the  only  service  that  can  be  easily  quantified. 
Many  anesthesiologists  take  account  of  the  duration  of  the  procedure 
in  determining  the  fee  they  will  charge.  (Of  course,  the  duration  of  any 
doctor  visit  i-  an  important  consideration  in  setting  the  fee  although 
the  time  element  is  often  implied  in  the  descriptive  terminology  rather 
than  stated  explicitly.) 

The  capitation  method  of  payment  has  attracted  public  attention 
in  recent  years  because  of  the  increased  interest  in  group  practice 
prepayment  and  health  maintenance  organizations.  Under  this 
method,  physician  groups  are  paid  on  a  flat  rate  by  the  insuring 
organization  for  the  care  of  each  patient  for  whom  they  assume 
responsibility.  Capitation  is  favored  by  group  practice  prepayment 
plan-  because  it  is  believed  to  be  more  conducive  to  proper  utilization 
and  preventive  medicine  than  fee-for-service. 
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These  are  elements  of  "capitation"  in  the  retainer  approach  to 
paying  physicians.  Until  recently,  retainer  fees  were  rarely  paid  to 
physicians:  some  allergists,  for  example,  treat  their  patients  for  a  flat 
rate  per  month  or  calendar  quarter.  However,  as  will  be  discussed  in 
III  B,  monthly  capitation  payments  are  now  provided  under  Medi- 
care to  physicians  who  (dec.  to  be  paid  on  t his  basis  for  certain  services 
they  provide  under  the  Renal  Disease  Provisions  of  the  1972  Medicare 
legislation. 

/;.  Current  Reimbursement  Practices 

1.  PrivaU  Health  Insurana  Plans  and  Fee-for-Service.-  Commercial 
health  insurance,  Blue  Shield  plans,  Medicare,  Medicaid,  and  other 
third  parties  place  Limits  on  the  amounts  of  physicians'  fees  they  will 
allow.  The  maximum  allowable  fees  may  be  established  in  the  frame- 
work of  a  RVS,  with  a  conversion  factor  designed  to  pay  most  fees  in 
full  or  in  part;  alternatively,  the  allowable  fees  may  be  sel  so  as  to 
provide  better  coverage  from  some  services  than  others. 

Traditionally,  the  insurer  has  listed  the  maxinm  i  amounts  payable 
for  individual  services  in  a  published  fee  schedule.  From  the  insurer's 
standpoint,  the  major  advantage  of  a  fixed  fee  schedule  is  that  esti- 
mates of  payout,  and  of  the  premium  required,  are  Less  subject  to 
error  dwo  to  unexpected  fee  increases.  Also,  published  fee  schedules 
are  easy  for  patients  and  physicians  to  understand  and  easy  for  the 
insurance  organizations  to  administer. 

On  the  other  hand,  health  insurance  plans  with  fixed  fee  schedules 
offer  no  assurance  to  purchasers  that  the  allowable  fees  will  adequately 
cover  their  medical  expenses.  And  some  fee  schedules  have  in  fact 
fallen  far  behind  prevailing  fee  levels. 

Traditionally,  Bine  Shield  plans  have  protected  low-income  sub- 
scribers  against  inadequate  fee  schedules  by  requiring  "participating 
physicians"  !  to  accept  the  plan's  allowable  fees  as  payment  in  full  for 
patients  with  incomes  that  fall  below  the  level  specified  in  the  policy. 
But  Blue  Shield  subscribers  with  incomes  above  the  specified  level  or 
who  go  to  a  nonparticipating  physician,  and  patients  with  commercial 
health  insurance,  have  been  responsible  for  making  up  any  difference 
between  their  physicians'  charges  and  the  plan's  allowable  fees. 

In  response  to  the  demand  for  better  protection,  insurance  organ- 
izations developed  health  benefit  plans  beginning  jn  the  1960's  that 
pay  a  physician's  billed  charge  in  full  if  the  charge:  does  not  exceed 
the  billing  physician's  usual  fee;  does  not  exceed  the  amount  that  is 
customarily  billed  for  the  service  by  other  physicians  in  the  area;  and 
if  it  i^  otherwise  reasonable.  Health  benefit  plans  that  set  allowable 
fees  in  this  manner  are  called  "UCR"  (i.e.,  usual,  customary,  and 
reasonable)  plans. 

The  QCR  plans  developed  by  Blue  Shield  have  usually  set  the  upper 
limit  on  the  fees  they  normally  allow  at  the  90th  percentile.  In  some 
cases,  the  90th  percentile  i-  applied  so  as  to  assure  that  at  Least  90 
■  nt  of  the  bills  being  submitted  will  be  paid  in  full.  In  some  i 
applied  so  that  at  Least  90%  of  the  physicians  in  the  area  will  have 
their  charges  allowed  in  full.  Other  plans  set  their  allowable  charge 
limits  high   enough   to  satisfy  both  of  the  foregoing  requirements. 


A    "participating  physician"  is  one   who  has  agreed   to  abide  by  certain  Blue  Shield 
policies  and.  in  return,  is  paid  directly  by  the  plan. 
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Because  fees  at  the  90th  percentile  can  represent  most  of  the  highest 
fees  billed,  the  result  may  be  that  well  over  90  percent— perhaps  even 
all — of  the  billed  fees  are  allowed  in  full. 

Today,  the  major  national  Blue  Shield  accounts  and  many  of  the 
plans  offered  at  the  local  level  have  adopted  the  UCR  method  of 
setting  allowable  fees.  Unlike  the  older  plans  with  income  limits,  the 
Blue  Shield  UCR  plans  require  participating  physicians  to  accept 
Blue  Shield  allowable  fees  as  full  payment  regardless  of  the  patient's 
income  level. 

Commercial  insurance  company  UCR-  plans  vary  depending  uu 
company  policy.  Generally  the  commercial  companies  do  not  screen 
claims  against  the  billing  physician's  usual  fees.  An  allowance  is 
usually  made  in  full  if  the  billed  fee  does  not  exceed  the  level  prevailing 
in  the  area. 

2.  Medicare  Payment  Policies  and  Fee-j or  Service. — The  physician 
reimbursement  provisions  of  the  Medicare  program  were  modeled 
after  preexisting  UCR  plans.  Under  the  original  1965  legislation,  al- 
lowable charges  (called  "reasonable  charges"  in  the  statute)  must  take 
account  of  the  pl^sician's  customary  charges  as  well  as  the  level  of 
charges  prevailing  in  the  community  and  they  must  be  otherwise 
reasonable.  The  UCR  approach  was  chosen  in  order  to  give  the  elderly 
access  to  the  same  quality  of  care  and  afford  them  the  same  freedom 
of  choice  as  most  younger  people  have. 

In  the  early  years  of  the  Medicare  program,  the  47  private  insurance 
organizations  that  pay  medical  claims  on  behalf  of  the  program  gen- 
erally applied  the  prevailing  charge  limitation,  defined  in  terms  of  the 
90th  percentile,  in  the  same  way  as  under  private  UCR  programs. 
However,  unlike  previous  UCR  plans,  the  carriers  were  required  to 
keep  records  of  the  fees  charged  by  individual  physicians  and  enforce 
the  statutory  requirement  that  no  more  than  the  physicians'  own 
customary  charge  should  be  allowed. 

During  the  nine  years  that  Medicare  has  been  in  effect,  the  method- 
ology for  calculating  Medicare  allowable  charges  has  been  sub- 
stantially refined  and  modified.  These  changes  can  to  a  large  extent 
be  attributed  to  the  dramatic  physician  fee  increases  that  took  place 
after  Medicare  went  into  effect:  during  the  fiscal  year  1966-71  period, 
physicians'  fees  increased  60%  faster  than  the  nonmedical  items  in  the 
Consumer  Price  Index.  As  a  result  of  a  succession  of  administrative 
rules  and  1972  legislation  the  cutoff  point  for  determining  "prevailing 
charge"  was  reduced  from  the  90th  to  the  75th  percentile.  Also,  policies 
were  prescribed  for  the  updating  of  allowable  charge  screens  that  pro- 
vided for  a  delay  of  an  average  of  1%  years  before  an  increase  in  a 
physician's  customary  charge  would  be  recognized  by  the  program. 

Reflecting  the  Congress'  concerns  over  rising  physicians'  fees,  the 
1972  legislation  specified  that,  in  updating  Medicare  allowable  fee 
screens,  the  prevailing  charges  for  a  locality  could  not  be  increased,  in 
the  aggregate,  in  excess  of  levels  justified  by  increases  in  physicians' 
office  expenses  and  in  general  earnings  levels.  The  basic  idea  behind 
this  provision  was  that  Medicare  payments  to  physicians  should  be 
kept  in  line  with  trends  in  real  income.  As  a  result  of  the  Economic 
Stabilization  Program's  price  controls  during  fiscal  years  1972,  1973, 
and  1974,  physicians'  fees  have  increased  at  a  slower  rate  than  their 
office  expenses  and  general  earnings  levels.  For  fiscal  year  1976,  the 
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index  figure  has  been  set  by  HEW  at  17.9%.  This  means  that  17.9',' 
i-  the  maximum  allowable  Increase  in  any  prevailing  charge  that  will 
be  allowed  for  fiscal  year  1976  over  the  prevailing  charges  established 
for  the  same  service  and  locality  in  the  base  year  of  1973. 

The  increasing  restrictiveness  of  the  Medicare  allowable  fee  policies, 
including  the  application  of  certain  special  Economic  Stabilization 
Program  controls  n<>  longer  in  effect,  was  seen  a^  uecessary  in  view  of 
the  large  increases  in  physicians'  fees  that  have  taken  place  since  the 
program  began.  First,  by  limiting  allowable  fees,  program  costs  are 
reduced;  this  benefits  the  Medicare  beneficiary  as  well  as  the  taxpayer 
since  the  medical  insurance  part  of  the  Medicare  program  (Part  B  is 
financed  out  of  premiums  paid  by  the  aged  as  well  a^  general  revenues. 
Limits  on  Medicare  allowances  also  can  help  dampen  fee  increases  by 
strengthening  beneficiary  pressures  on  physicians  to  keep  their  fees 
within  covered  limits.  Fees  are  also  dampened  to  the  extent  that 
physicians  agree  to  accept  assignments.  Under  this  payment  method, 
the  physician  agrees  to  accept  the  allowable  charge  as  payment  in  full 
and  in  return  he  i^  paid  directly  by  the  program.  Unlike  Blue  Shield, 
Medicare  permits  the  physician  to  accept  assignments  on  some  bills 
;ind  not  others. 

It  should  be  recognized  that  policies  that  result  in  payment  of  less 
than  the  going  price  can,  in  some  cases,  discourage  proper  utilization 
of  services,  or  tend  to  limit  the  choice  of  practitioners  to  those  with 
low  charges.  It  also  shifts  the  burden  of  paying  medical  co^.'s  from  the 
program  to  the  patient.  This  occurs  because  physicians  who  refuse 
assignments  may  charge  patients  more  than  the  amounts  Medicare 
will  allow.  It  should  also  he  noted  that  physicians  are  less  inclined  to 
accept  assignments  a--  the  allowable  charges  fall  further  below  prevail- 
ing levels.  Idie  increasing  restrictiveness  of  Medicare  fee  policies, 
including  the  application  of  the  special  Economic  Stabilization  Pro- 
gram controls  on  Medicare  fee  allowance,  were  no  doubt  at  least  in 
part  responsible  for  the  decline  in  the  percentage  of  Medicare  bills 
paid  under  the  assignment  method  from  61.5  percent  in  1909  to  51.9 
percent  in  1974. 

3.  Medicart  Reimbursement  jor  Ri  nal Dialysis. — Medicare  Legislation 
enacted  in  1972  extended  coverage  under  the  program  to  substantially 
all  persons,  regardless  of  age.  who  require  the  use  of  an  artificial  kidney 
(renal  dialysis)  to  maintain  life.  Recognizing  that  there  would  be  no 
valid  non-Medicare  market  to  help  set  prevailing  charges  for  renal 
dialysis  at  an  appropriate  level,  HEW  was  authorized  to  relate 
physicians'  payments  for  the  services  in  question  to  the  reasonable 
charges  allowed  for  services  requiring  comparable  time  and  -kill. 

One  of  tli.'  important  innovations  developed  under  the  policy  was 
the  so-called  "comprehensive  reimbursement"  method.  This  method 
provides  for  a  fixed  monthly  payment  to  be  made  for  all  medical 
services  furnished  to  a  dialysis  patient  during  a  month,  other  than 
inpatient  hospital  services  and  services  not  related  to  the  patient's 
renal  problem  that  requires  extra  visits.  (Reasonable  charges  for  these 
latter  services  may  be  billed  separately.)  The  comprehensive  payment 
method  can  only  be  used  by  a  physician  if  he.  and  the  other  physicians 
in  any  renal  dialysis  facility  in  which,  he  may  practice,  agree  to  use  it 
in  billing  for  all  their  renal  patient-. 
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The  amount  of  the  now  comprehensive  payment  for  patients  being 
dialyzed  outside  their  home  is  calculated  with  a  formula  which  is 
designed  to  produce  an  average  physician  charge  of  $200  per  month 
that  varies  from  $160  to  $240  depending  on  the  level  of  fees  for 
similar  services  in  the  physician's  area.  Specifically,  the  monthly  pay- 
ment is  based  on  the  lesser  of  (1)  the  amount  derived  by  multiplying 
the  arithmetic  average  of  internists'  prevailing  charges  in  all  localities 
(for  months  up  to  July  1,  1975,  not  to  be  less  than  $8  or  more  than  $12) 
in  the  carrier's  service  area  for  followup  visits  by  a  conversion  factor 
of  20.  (With  a  minimum  of  $8  times  20,  or  $160,  and  a  maximum  of 
$12  times  20,  or  $240,  the  amounts  of  the  monthly  payments  will 
result  in  a  national  average  charge  of  about  $200.) 

The  patient  on  home  dialysis,  of  course,  typically  requires  less  in  the 
way  of  physicians'  services  and  the  formula  HEW  has  developed  for 
paying  for  these  services  under  the  comprehensive  method  yields  a 
charge  that  is  about  one-third  less.  The  formula  for  the  home  diatysis 
patient  is  the  same  as  for  the  facility  patient  except  that  a  conversion 
factor  of  14  is  used  rather  than  the  factor  of  20.  A  physician  who  does 
not  elect  the  comprehensive  method  may  bill  reasonable  charges  for 
any  personal,  identifiable  services  he  may  render  such  a  patient. 

In  effect,  the  use  of  conversion  factors  and  follow-up  office  visits 
for  home  and  out-of-home  dialysis  yields  a  reimbursable  monthly 
amount  which  reflects  an  averaging  out  of  the  frequency  and  kinds  of 
services  that  the  physician  may  render  to  stablized  patients  on  main- 
tenance dialysis. 

Similarly,  the  reasonable  charges  for  renal  transplants  are  related 
to  the  amounts  being  allowed  for  a  different  service  whose  price  has 
been  set  in  the  medical  marketplace. 

4-  Medicaid  Payment  Policies  and  Fee-for-Service. — The  original 
Medicaid  legislation,  enacted  in  1965,  did  not  place  any  limit  on  the 
physician  fees  that  the  State  could  pay  under  the  new  program.  Of 
course,  the  States  did  set  limits  of  their  own,  typically  less  than  usual, 
customary  and  prevailing  charges. 

The  Social  Security  Amendments  of  1967  added  a  requirement  that 
a  State  Medicaid  plan  must  provide  assurance  that  "payments 
(including  payment  for  any  drugs  under  the  plan)  are  not  in  excess  of 
reasonable  charges  consistent  with  efficiency,  economy,  and  quality 
of  care."  In  1971,  Federal  regulations  were  issued  that  provided  that 
payments  to  physicians  and  other  practitioners  could  not  exceed  the 
"prevailing  charge"  recognized  under  Medicare.  This  regulation  was 
subsequently  embodied  in  the  law  by  legislation  enacted  in  1972. 

Some  State  Medicaid  programs  pay  physicians  the  same  amounts 
as  are  allowed  under  Medicare.  Most,  however,  base  their  payments 
on  fee  levels  that  prevailed  during  an  earlier  period  than  the  Medicare 
base  period  or  set  the  limit  on  physicians'  payments  in  relation  to  a 
lower  percentile  than  Medicare.  In  some  cases,  the  State  makes  further 
reductions  in  the  amounts  payable  in  order  to  bring  program  costs 
within  budgetary  restraints  set  by  the  State. 

5.  Hospital-Based  Physicians. — Hospitals  retain  physicians  to  carry 
out  a  wide  variety  of  activities  for  the  institution.  Compensation  for 
teaching  and  administration  is  generally  paid  in  the  form  of  a  salary, 
which  is  reimbursed  by  Blue  Cross  and  other  third  parties  on  the  same 
basis    as    other    covered    hospital    costs.    Similarly,    hospital    benefit 
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programs  almost   universally  reimburse  hospitals  for  the  services  of 
residents  and  intern-  on  the  same  basis  as  other  covered  hospital 

sen  i 

i"  salaried  physicians  attend  patients.  While  these  services  are 
usually  covered  on  the  same  basis  as  other  hospital  services,  in  some 
cases  involving  private  patients,  third  parties  will  recognize  sepai 
fees  for  their  services  to  patient-.  Some  salaried  physicians  have 
rangements  under  which  the  hospital  pays  them  a  salary  t<>\-  teach- 
ing and  administration  and  they  are  allowed  to  maintain  a  limited 
private  practice  and  retain  some  or  all  of  the  fee-  they  collect.  Third 
parties  generally  respond  to  these  arrangements  by  recognizing  the 
fee-  charged  for  services  to  private  patient-  and  reimbursing  the  hos- 
pital for  the  salaried  administrative  and  teaching  activities. 

These  complex  arrangements  have  a  large  potential  for  duplication 
of  payments  by  third  parties.  For  example,  without  careful  claims 
administration  and  close  coordination  between  payor  mechanisms,  a 
visit  by  a  salaried  physician  might  be  paid  for  twice:  by  reimbursing  the 
hospital  for  it-  cost  in  compensating  the  physician;  and  also  by  paying 
a  fee  for  the  medical  service.  Tin-  problem  ha-  been  quite  serious  for 
the  Medicare  program,  where  supervising  physicians  have  sometimes 
filed  for  medical  services  rendered  by  residents  and  interns  even  though 
the  physicians,  while  responsible  for  the  patient-,  had  not  been 
personally  involved  in  providing  the  service.  It  is  possible  in  such 
cases  for  triple  reimbursement  to  be  paid  for  the  same  service:  payment 
to  the  institution  for  the  services  of  the  resident;  payment  to  the  in- 
stitution for  the  services  of  the  salaried  "supervising"  physician;  and 
a  fee  for  the  medical  service  that  was  rendered.  Substantial  over- 
payments— *1  million  in  one  hospital — have  resulted. 

The  precise  criteria  that  should  be  applied  in  determining  when  a 
supervising  physician's  involvement  is  sufficient  to  warrant  a  charge 
is  still  the  subject  of  considerable  controversy.  Legislation  enacted  in 
1972  to  clarify  the  concept  of  the  private  patient  for  whom  fee-  should 
be  allowed  was  amended  in  197o  at  the  urging  of  the  teaching  hospitals 
to  defer  its  effective  date  so  as  to  give  the  Institute  of  Medicine  time  to 
study  IIEYY's  proposed  implementing  regulations  and  report  on  their 
impact  on  teaching  hospitals.  The  report  is  due  in  March  1976;  the 
new  effective  date  is  July  1976. 

A  second  major  problem  area  concerns  hospital-based  physicians 
who  bill  on  a  fee-for-service  basis  for  services  which  involve  a  Large 
institutional  input.  For  example,  a  clinical  laboratory  te-t  i-  ordinarily 
carried  out  by  a  hospital  technician  n-in<r  hospital  equipment  on 
hospital  premises.  The  technician  works  under  the  general  supervision 
of  a  pathologist  who,  while  not  directly  involved  in  the  individual 
te-t-.  i-  responsible  for  the  operation  of  the  laboratory.  The  physician 
may  work  only  part-time,  depending  in  part  on  the  size  of  the  hospital 
and  the  availability  of  Ph.D.  scientists  to  -hare  in  the  supervision  of 
the  laboratory.  In  the  case  of  a  small  hospital,  the  physician  may  work 
in  the  laboratory  only  a  few  days  a  month.  Since  the  amount  of 
physician-input  can  vary  so  greatly  from  hospital  to  hospital,  it  i-  not 
possible  to  judge  the  reasonableness  of  his  charts  for  lab  tests  by 
comparing  them  to  the  Un^>  charged  by  other  pathologists.  Moreover, 
even  if  two  pathologists  with  identical  fee  schedules  were  to  work  on 
identical  schedules,  one  could  receive  a  much  higher  income  than  the 
other  depending  on  the  number  of  tests  performed. 
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Similarly,  an  anesthesiologist  can  maximize  his  income  by  utilizing 
3  or  4  nurse  anesthetists  at  the  same  time  and  bill  for  his  supervision 
of  their  services  on  the  same  basis  as  if  he  had  performed  the  service 
personally. 

Because  of  these  different  variables,  third  parties  have  not  been  able 
to  develop  easily  administered  techniques  for  judging  the  reasonable- 
ness of  the  bills  they  receive  for  the  services  of  hospital-based  phy- 
sicians where  the  physician  serves  largely  as  a  supervisor  of  residents, 
interns,  or  other  hospital  personnel. 

Part  III 

REIMBURSEMENT    OF    SKILLED    NURSING    FACILITIES 

A.  General  Background 

Nursing  homes,  unlike  hospitals,  have  no  long  established  history  of 
third-party  reimbursement.  In  fact,  until  the  advent  of  medicare  and 
medicaid,  nursing  homes  were  largely  reimbursed  either  directly  by 
patients  and  their  families  or  by  welfare  agencies  on  behalf  of  the 
needy  aged.  Payments  were  generally  determined  in  advance  on  the 
basis  of  charges  established  by  each  institution  or  on  a  negotiated  per 
diem  rate  basis.  Private  health  insurance  coverage  for  nursing  home 
care  was  almost  non-existent,  and  even  today,  such  coverage  remains 
extremely  limited.  Currently,  public  sources  and  private  out-of-pocket 
payments  account  for  most  nursing  home  revenues. 

The  Federal  government  became  actively  involved  in  paying  for 
nursing  home  care  with  the  passage  of  the  Social  Security  Act  in  1935. 
That  legislation  permitted  monthly  assistance  payments  to  be  used 
to  purchase  nursing  home  care  for  the  needy  aged.  In  1950,  the  Social 
Security  Act  was  amended  to  authorize  direct  "vendor"  payments 
to  nursing  homes  providing  care  to  aged  welfare  recipients.  The  1960 
amendments  expanded  the  benefit  to  permit  vendor  payments  on 
behalf  of  the  "medically  indigent  aged."  With  the  enactment  of 
medicare  and  medicaid,  however,  prior  reimbursement  policies  were 
significantly  modified. 

Medicare  and  medicaid  are  now  the  major  purchasers  of  nursing 
home  care.  Their  policies  and  procedures,  developed  over  the  last 
decade  to  pa}'  for  such  care,  currently  serve  as  the  standard  for  reim- 
bursement. For  this  reason,  the  discussion  of  current  nursing  home 
reimbursement  practices  will  be  limited  to  medicare  and  medicaid. 

B.  Current  Reimbursement  Practices 

Nursing  homes  participating  in  medicare  and/or  medicaid  are 
defined  as  "skilled  nursing  facilities,"  and  the  care  which  they  provide 
is  defined  as  "skilled  nursing  care."  Although  both  programs  share  a 
common  definition  of  these  terms,  the  methods  used  to  reimburse 
skilled  nursing  facilities  (or  SXFs)  are  not  always  alike.  Medicare 
reimburses  SXFs,  like  hospitals,  on  a  reasonable  cost-related  basis 
which  is  uniformly  applied  to  all  participating  institutions  of  equal 
class  and  size.  Costs  are  apportioned  between  medicare  patients  and 
the  rest  of  the  patient  population  to  determine  medicare  payment 
and  to  insure  that  neither  patient  population  bears  the  costs  of  the 
other.  Proprietary  SXFs  also  receive  an  allowance  related  to  net 
capital  equity.  Under  medicaid,  however,  each  State  is  free  to  choose 
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its  own  reimbursement  approach  which  can  be  based  cither  on  cost 
or  on  per  diem  or  monthly  rates  established  in  advance. 

l.  Medican  Reimbursement  of  Skilled  Nursing  Facilities.  -Medicare 
uses  two  major  variations  of  the  RCCAC  cost  apportionment  system 
to  determine  the  costs  of  skilled  nursing  care  provided  to  medicare 
beneficiaries.  Known  as  the  "revised  combination"  and  the  "revised 
departmental"  method-,  they  determine  medicare's  payment  by 
apportioning  average  per  diem  costs  of  routine  services  and  the  costs 
oi  ancillary  services  between  medicare  patient-  and  the  rest  of  the 
ml  population.  The  combination  method  is  applied  to  all  SNFs 
rdless  of  size  and  all  hospital-SNF  complexes  with  fewer  than  100 
beds;  while  the  departmental  method  i-  applied  to  all  hospital-SNF 
complexes  with  more  than  100  bed-.  Routine  services  in  a  SNF 
include  room  and  hoard,  nursing  services  and  supplies,  and  other 
supplies  and  equipment  related  to  the  day-to-day  care  of  the  patient. 
Ancillary  services  generally  include  any  other  service  which  i-  identifi- 
able, medically  necessary,  and  furnished  to  an  individual  patient 
according  to  a  physician's  direction. 

The  n»7L)  amendments  to  the  Social  Security  Act  authorized  the  use 
of  a  State'-  medicaid  rate-  when  reimbursing  a  SNF  for  care  provided 
to  medicare  beneficiaries  if  a  State  compute-  such  rates  on  a  reasonably 
cost-related  basis  which  i-  acceptable  to  the  Secretary  of  Health, 
Education,  and  Welfare.  However,  this  reimbursement  approach  can 
only  he  applied  to  SNF-  on  a  total  class,  size,  or  other  appropriate 
basis,  not  arbitrarily  to  individual  institution-.  Also,  when  applying 
ihi-  reimbursement  method,  medicaid  rates  may  be  adjusted  upward 
(not  in  exec--  of  10  percent)  to  account  for  factors  relating  to  medicare 
which  are  not  included  by  tin1  State  when  computing  medicaid  rate-. 

J.  Medicaid  Reimbursement  of  Skilled  Nursing  Facilities. — Medicaid 
reimburses  SNF-  according  to  policies  developed  by  each  State. 
Federal  regulations  recommend  reimbursement  of  institutions  on  the 
basis  of  reasonable  costs.  However,  each  State  may  use  its  discretion 
to  develop  it-  own  reimbursement  approach  based  on  cost  or  on  fixed 
or  negotiated  fee-.  Currently,  State  reimbursement  policies  are  subject 
to  only  one  Federal  requirement.  An  upper  limit  must  la1  placed  on 
payments  to  SNF-  for  care  provided  to  medicaid  recipient-.  This 
■"upper  limit"  is  defined  a-  "customary  charges  which  are  reasonable," 
which  i<  al-o  the  limit  placed  on  payment-  to  SNF-  for  care  provided 
to  medicare-  beneficiaries. 

An  examination  of  State4  approaches  to  SNF  reimbursement  under 
medicaid  clearly  -hows  the  variety  of  methods  developed  to  compute 
payment-.  Some  State-  combine  reimbursement  methods.  For  example, 
one  State  ha-  established  a  payment  rate1  for  each  SNF  individually 
on  the  basis  of  reasonable  costs.  However,  that  rate  cannot  exceed 
the  Lesser  of  medicare  reasonable  costs,  charges  to  the  general  public, 
or  a  specified  dollar  amount.  Another  State  determines  payment 
according  to  a  negotiated  rate  based  on  average  medicare  cost-related 
payments  to  SNFs,  minus  the  cost  of  providing  services  that  are  not 
covered  under  medicaid.  A  third  pay-  a  per  diem  fee4  based  on  reason- 
able costs  a-  determined  by  the  State'-  rate  Setting  commission. 

In  contrast,  other  States  set  maximum  flat  rates  or  establish  rate 
schedules.  One  will  reimburse  a  SNF  according  to  a  maximum  monthly 
rate  per  patient.  Another  establishes  a  maximum  daily  rate  schedule 
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which  limits  payments  according  to  the  number  of  licensed  beds  in  the 
SNF  and  permits  an  all-inclusive  rate  to  be  established  to  pay  for 
additional  services  which  are  covered  under  the  State's  plan  and  are 
considered  medically  necessary. 

Effective  July  1,  1976,  all  States  will  be  required  to  reimburse 
SNFs  on  a  reasonable  cost-related  basis  for  care  provided  to  medicaid 
recipients.  States  will  remain  free  to  implement  their  own  reimburse- 
ment approach  as  long  as  it  is  reasonably  cost-related,  and  acceptable 
cost-finding  techniques  are  used  to  compute  payments.  However,  any 
such  method  implemented  must  be  acceptable  to  the  Secretary  of 
Health,  Education,  and  Welfare.  States  may  also  choose  the  option 
of  reimbursing  SNFs  according  to  medicare  reimbursement  formulas. 

Part  IV. — Summary  of  Features  of  Pending  Proposals 

H.R.    I!    THE    NATIONAL    HEALTH    CARE    SERVICES    REORGANIZATION    AND 

FINANCING  ACT  OF  1975 

(Chief  Sponsor:  Representative  Al  Ullman) 

Payments  to /Standards  for  Provider*  of  Services. — State  Health  Com- 
missions would  be  responsible  for  determining  premium  rates  to  be 
used  by  private  insurers  and  Health  Care  Corporations  for  mandated 
Comprehensive  Health  Care  Benefit  packages.  SHC's  would  al<o 
approve  on  a  prospective  basis  all  charges  for  services  provided  by 
HCC's  and  all  other  health  providers,  whether  or  not  affiliated  with 
an  HCC.  State  Health  Commissions  would  review  the  activities  and 
performance  of  HCC's  and  non-affiliated  providers  to  assure  that 
providers  were  meeting  their  obligations  under  the  bill.  Federal 
regulations  would  prescribe  methods  to  be  used  in  determining 
reasonable  operating  costs  and  sufficient  capital  payments  for  HCC's 
and  institutions;  and  reasonable  fees,  salaries,  or  other  compensation 
for  individual  providers  or  groups  of  providers.  The  Department  of 
Health  would  also  prescribe  standards  for  providers  relating  to  quality, 
safety,  personnel,  etc;  as  a  minimum,  providers  would  be  expected  to 
meet  existing  Medicare  requirements. 

A  health  card  account  would  be  established  by  an  approved  carrier 
for  each  individual  enrolled  under  the  carrier's  plan.  These  accounts 
would  be  similar  to  credit  card  accounts  and  would  serve  as  the  basis 
for  reimbursement  of  providers  of  service.  Payments  would  be  made 
from  these  accounts  by  carriers  directly  to  providers  of  service  for 
covered  items  and  services  at  the  applicable  payment  rates  approved 
by  State  Health  Commissions.  The  providers  would  be  reimbured  the 
full  amount  of  the  approved  charge  and  the  carrier  would  then  bill  the 
enrollee  for  any  applicable  copayment  amounts. 

H.R.  2l/s.  3!  THE  HEALTH  SECURITY  ACT  OF  1975 

(Chief  Sponsors:  Representative  James  C.  Corman/  Senator 
Edward  Kennedy) 

Payments  to/ Standards  for  Providers  of  Health  Services. — Each  year, 
a  national  health  budget  for  the  coming  year  would  be  established. 
The  budget  could  not  exceed  the  estimated  total  receipts  for  that  year 
from  Health  Security  taxes  and  general  revenues  but  could  be  modified 
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if  later  estimates  of  program  experience  indicated  that  tax  receipts  or 
expenditure-  differed  significantly  from  the  estimates  or  if  an  epidemic 
or  similar  event  required  higher  expenditures. 

Funds  would  be  allocated  by  the  Board  to  each  region  on  a  per 
capita  basis  for  institutions,  physicians'  services,  dental  services, 
drugs,  appliances,  and  other  professional  and  miscellaneous  services. 
Regional  fund-  would  be  further  allocated  on  a  similar  per  capita 
basis  to  the  local  health  service  area-.  Authorization  is  provided  to 
eliminate  unwarranted  differences  in  average  costs  of  health  services 
among  the  regions  by  curtailing  increases  in  fund-  to  high  expenditure 
regions  and  increasing  the  availability  of  services  in  low  expenditure 
regions. 

Provide!-  of  health  services  would  he  compensated  directly  by  the 
Health  Security  Board;  individual-  would  not  be  charged  for  covered 
services.  Hospitals,  nursing  homes,  and  home  health  agencies  would  he 
paid  on  the  basis  of  approved  prospective  budgets  designed  to  pay 
reasonable  costs.  Independent  practitioners  such  as  physicians, 
dentists,  podiatrists,  and  optometrists  could  elect  to  he  paid  by  various 
methods,  including  fee-for-service,  capitation,  -alary,  and  supple- 
mental stipends  for  a  practitioners  Locating  in  remote  or  medically- 
deprived  areas.  A  medical  or  professional  society  could  administer  the 
fee-for-service  reimbursement  on  the  basis  of  the  schedules  or  relative 
value  scales  prescribed  by  regulation. 

Group  practice  organizations  and  individual  practice  association- 
would  be  paid  a  basic  capitation  rate  multiplied  by  the  number  of 
eligible  enrollees;  these  organizations  could  then  reimburse  affiliated 
providers  of  services  by  methods  which  they  chose  to  arrange  among 
themselves.  A  group  practice  organization  or  individual  practice  as- 
sociation would  be  entitled  to  share  in  up  to  75  percent  of  any  savings 
which  are  achieved  by  reduced  utilization  of  institutional  services  by 
it-  enrollees — provided  (1)  that  the  Board  finds  that  the  services 
furnished  have  been  of  high  quality  and  adequate  to  the  needs  of  its 
enrollees;  and  (2)  that  the  average  utilization  of  hospital  or  skilled 
nursing  services  by  the  enrollees  is  less  than  the  use  of  such  services 
by  comparable  population  groups  not  so  enrolled. 

The  bill  includes  various  provisions  designed  to  ensure  the  quality 
of  health  care  provided  under  the  program.  National  standards  for 
participation  by  providers  of  services  would  be  established  similar  to 
those  required  under  Medicare,  but  more  exacting.  At  the  start  of  the 
program,  independent  practitioners  would  be  eligible  to  participate  if 
they  were  licensed  in  at  least  one  State  and  met  the  program's  require- 
ments for  continuing  education.  For  practitioners  licensed  after  the 
-tart  of  the  program,  new  national  standards  established  by  the  Board 
would  also  apply.  A  State-licensed  practitioner  who  met  national 
standards  would  be  considered  qualified  to  provide  services  in  any  other 
State.  Nurses  and  other  health  professionals  would  also  be  required  to 
meet  national  standards  (including  a  requirement  for  licensure  in  at 
leasl  one  State).  Major  surgery  and  certain  other  specialist  care  would 
be  covered  only  when  furnished  by  qualified  specialists  and  generally 
only  upon  referral  from  a  primary  care  practitioner. 

Hospitals  and  other  institutions  would  be  eligible  to  participate  if 
they  meet  national  standards  and  if  they  establish  utilization  review 
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and  affiliation  arrangements.  Special  conditions  of  participation  would 
apply  to  group  practice  organizations  and  individual  practice  associa- 
tions. 

H.R.    94:    THE    NATIONAL    HEALTH    INSURANCE   ACT 

(Chief  Sponsor :  Representative  John  Dingell) 

Payments  to / 'Standards  j 'or  Providers  of  Services. — The  national  board 
would  allocate  funds  among  the  States  for  each  of  five  classes  of  health 
services  (medical,  dental,  hospital,  home  health,  and  auxiliary)  on  the 
basis  of  population,  availability  of  health  resources  and  the  costs  of 
services,  as  indicated  in  the  State  plan.  The  allocation  would  be 
designed  to  assure  that  adequate  health  benefits  are  provided  in  all 
States  and  to  improve  the  adequacy  of  services  where  they  are  below 
the  national  average. 

The  State  agencies  would  contract  with  providers  of  care  for  services 
under  the  program  and  determine  rates  of  payments.  The  payments 
could  be  administered  by  the  State  agency  or  the  local  health-service 
area.  Nonprofit  health-service  insurance  plans  could  be  used  as  agents 
or  intermediaries. 

Hospitals  and  other  institutions  would  be  reimbursed  on  the  basis  of 
reasonable  costs.  In  calculating  costs,  the  payment  for  room  and  board 
would  be  based  on  the  least  expensive  multiple-bed  accommodations. 
A  maximum  rate  for  hospitalization  could  be  established  (after  con- 
sultation with  representatives  of  provider  organizations)  and  it  could 
vary  according  to  locality  and  class  of  service. 

Physicians  and  dentists  could  select  reimbursement  under  various 
methods,  including  fee-for-service  (based  on  a  fee  schedule),  capitation 
(with  maximum  limits  on  the  number  of  registered  patients),  full  or 
part-time  salary,  or  a  combination  of  these  methods.  Specialists  could 
choose  the  same  methods  and,  in  addition,  payment  on  a  per  session 
or  per  case  basis. 

Rates  of  payment  would  be  geared  to  local  conditions.  In  deriving 
the  rates  of  payment  under  the  various  methods,  consideration 
would  be  given  to  the  annual  income  that  would  accrue  to  practi- 
tioners. Further,  reimbursement  would  be  designed  to  provide  incen- 
tives to  practitioners  to  advance  in  their  professions,  pursue  post- 
graduate studies,  maintain  high-quality  service,  allow  for  adequate 
vacation,  and  practice  in  areas  where  their  services  are  needed. 

Standards  of  participation  for  providers  of  services  under  the 
program  would  including  the  following: 

Hospitals  and  institutions. — Hospitals  or  institutions  qualified  under 
States  standards  could  participate  in  the  program.  If  a  State  has  not 
established  standards,  the  national  board  would  establish  them  for 
the  State. 

Professional  Practitioners. — Physicians,  dentists,  and  podiatrists 
legally  authorized  to  practice  in  a  State  would  qualify.  Specialists 
would   be   required    to   meet   standards   established   by   regulation. 

Nurses. — Professional  nurses  registered  in  the  State  would  qualify. 
Practical  nurses  qualified  under  State  standards  or  standards  estab- 
lished by  regulation  could  provide  home  health  service. 
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U.K.    1378:    I'ilK    NATIONAL   CATASTROPHIC    ILLNESS    PROTECTION    A<   I     OF 

L975 

(Chief  Sponsor:  Representative  Robert  A.  Roe) 
Payments  to  Standards  for  Providers  of  Services. — No  provision. 

U.K.   2n.->n:  THE   NATIONAL  COMPREHENSIVE   HEALTH    BENEFITS    \<  !T  OF 

1975 

(Chief  Sponsor:  Representative  Ilarlev  Stagers) 

Payments  to/Standards  for  Providers  of  Services. — State  Health 
Commissions  would  be  responsible  for  determining  premium  rates 
i<>  be  used  by  private  insurers  and  or  HMO's  for  mandated  Compre- 
hensive Health  Care  Benefit  packages.  SHC's  would  also  approve 
on  a  prospective  basis  all  charges  for  services  provided  by  HMO's 
and  all  other  health  care  providers.  State  Health  Commissions 
would  review  the  activities  and  performance  of  HMO's  and  health 
care  providers  to  assure  that  providers  were  meeting  their  obliga- 
tions under  the  hill.  Federal  regulations  would  prescribe  methods 
to  he  used  in  determining  reasonable  operating  costs  and  sufficient 
capital  payments  for  HMO's  and  health  service  institutions;  and 
reasonable  fees,  salaries,  or  other  compensation  for  individual  providers 
or  groups  of  providers.  The  Department  of  HEW  would  also  pre- 
scribe standards  for  providers  relating  to  quality,  safety,  personnel, 
etc.;  as  a  minimum,  providers  would  he  expected  to  meet  existing 
Medicare  requirements. 

Non-HMO  providers  would  he  reimbursed  by  private  carriers 
underwriting  the  Comprehensive  Health  ('are  Benefits  plan.  HMO's 
would  he  paid  directly  by  enrollees  of  by  carriers  contracting  with. 
them  on  any  appropriate  prospective  or  prior-budgeted  basis  (includ- 
ing capitation  or  itemized  charges  for  specific  services).  After  the 
first  live  years  of  operation,  an  HMO  would  he  required  to  provide 
a  complete  prepayment  option  to  enrollees. 

H.R.  3328/.S.600;  THE  .MEDICAL  EXPENSE  TAX  CREDIT  ACT  OE  1975 

(Chief  Sponsors:  Representative  James  Martin  Senator  William 

Brock) 

Payments  to/Standards   for  Providers  of  Services, — No  provision. 

H.R.   4747:  THE   COMPREHENSIVE    HEALTH    INSURANCE   ACT 

(Chief  Sponsor:  Representative  Tim  Lee  Carter) 

Payments  to  Standards  J<>r  Providers  of  Services. — All  persons  (in- 
cluding Medicare  enrollees)  would  receive  an  identification  care 
(Healthcard)  which  would  be  evidence  of  financial  protection  for  all 
covered  services.  Participating  providers  of  services  would  he  required 
to  accept  the  care  as  evidence  of  coverage  and  would  hill  the  indicated 
carrier  for  covered  services.  The  carrier  would  reimburse  the  provider 
and  would  hill  the  enrollee  for  the  applicable  cost-sharing. 
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Providers  would  be  classified  as  follows: 

(1)  Full- participating  providers — would  agree  to  accept  reimburse- 
ment through  the  Healthcare!  as  payment  in  full  for  all  patients 
(EHIP,  AHIP,  and  Medicare).  To  the  providers,  the  Healthcard 
would  reimburse  the  full  amount  of  the  applicable  reimbursement 
rates  (the  insured  amount  as  well  as  the  patient's  cost-sharing).  All 
institutions  would  be  required  to  be  full-participating  providers. 

(2)  Associate-participating  providers — would  agree  to  accept  reim- 
bursement through  the  Healthcard  as  payment  in  full  for  all  AHIP 
and  Medicare  patients,  and  as  payment  of  the  insured  amount  of 
an  Employee  Health  Insurance  Plan  enrollee's  bills.  To  collect  the 
remainder  of  his  fee  for  the  EHIP  patient,  the  physician  would  bill 
the  patient  directly. 

(3)  Non-participating  providers — would  not  be  reimbursed  from 
any  approved  plan  for  services  provided. 

Physicians'  reimbursement  for  covered  services  under  the  insurance 
plans  would  be  based  on  amounts  determined  after  consultation  with 
providers  and  other  interested  parties.  Physicians  would  be  free  to 
bill  additional  charges  to  those  persons  covered  under  the  Employee 
Health  Insurance  Plan,  provided  the  patient  is  notified  beforehand 
of  such  additional  charges.  Medical  services  would  be  subject  to 
Professional  Standards  Review  Organization. 

States  would  establish  prospective  reimbursement  systems  for 
hospitals.  All  capital  investment  over  $100,000  would  have  to  be 
approved  by  a  State-designated  planning  agency  in  order  to  receive 
reimbursement  through  the  plans. 

States  would  be  responsible  for  certifying  health  care  providers 
as  eligible  for  participation  in  the  Comprehensive  Health  Insurance 
Plan.  Providers  would  make  available  to  patients  information  re- 
garding charges  for  most  commonly  given  services,  hours  of  opera- 
tion and  other  matters  affecting  access  to  services,  and  extent  of 
certification,  accreditation,  and  licensure. 

Carriers  administering  AHIP  coverage  on  behalf  of  a  State  would 
be  reimbursed  by  the  State  on  the  basis  of  actual  benefits  paid  for 
covered  services,  less  income  derived  from  this  plan,  plus  a  negotiated 
rate  for  administration. 

H.R.  5990/s.  1438:  THE  NATIONAL  HEALTH  CARE  ACT  OF  1975 

(Chief  Sponsors:  Representative  Omar  Burleson  and 
Senator  Thomas  Mclntyre) 

Payments  to  Standards  for  Providers  oj  Services — Present  methods 
under  private  insurance  for  reimbursement  for  services  rendered 
would  prevail,  except  that  payments  would  be  limited  to  the  75th  per- 
centile of  reasonable  charges  for  professional  services,  and  to  rates 
approved  by  State  health  care  institutions  cost  commissions  and  HEW 
for  health  care  institutions.  Increases  in  the  reasonable  charge  for  any 
given  health  care  service  or  article  would  be  related  to  percentage  in- 
creases in  the  Consumer  Price  Index. 

In  reviewing  the  proposed  charges  for  health  care  institutions  in  the 
State,  the  State  health  care  institutions  cost  commission  would  require 
at  least  the  following  standards  for  each  institution :  (1)  an  active  review 
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committee  of  qualified  physicians  and  other  personnel  who  would  de- 
termine whether  health  care  services  rendered  are  of  good  quality  and 
necessary  for  treatment;  (2)  utilitization  of  a  standard  Bystem  of  ac- 
counting and  cosl  finding  established  by  the  commission;  (3)  utiliza- 
tion of  the  approved  charges  for  all  patients;  and  (4)  a  budget  of  it- 
expenses  for  each  fiscal  year,  using  the  approved  standard  system  of  ac- 
counting and  cost  finding,  and  established  charges  for  services  reason- 
ably related  to  the  cost  of  efficient  production  of  such  services. 

II. R.  6222:  THE  COMPREHENSIVE  HEALTH  CARE  INSURANCE    \<   I    or  L975 

(Chief  Sponsor:  Represenative  Richard  Fulton) 

Payments  f<>  Standards  for  Providing  of  Sfe/wes— Physicians'  serv- 
ices would  be  reimbursed  on  the  basis  of  "usual  and  customary  or 
reasonable  charges"  for  covered  services;  payment  for  hospital  services 

would  be  determined  by  an  appropriate  State  agency,  after  conciliation 
with  providers,  on  a  reasonable  cost  basis  under  "acceptable  method-  of 
reimbursement,  including  appropriate  prospective  rate  determination 
systems"  (e.g.  budget  review,  negotiated  rate-,  target  rates,  formula 
negotiations,  etc.).  Other  costs  would  be  paid  on  either  a  reasonable  cost 
or  reasonable  charge  basis,  a-  appropriate. 

The  Health  [nsurance  Advisory  Board  at  the  Federal  level  would 
consult  with  carriers,  providers,  and  consumers  to  plan  review,  and 
develop  programs  to  maintain  the  quality  of  medical  care  and  the  ef- 
fective utilization  of  available  financial  resources,  health  manpower, 
and  facilities  through  utilization  review,  peer  review,  and  other  means 
providing  for  the  participation  of  carriers  and  the  providers  of  services. 

H.R.  6283:  THE  COMPREHENSIVE  NATIONAL  HEALTH  CARE  ACT  OF  1975 

(Chief  Sponsor:  Representative  Andrew  Young  of  Georgia) 

Payments  to  Standards /for  Providers  of  v  —The  standards  for 

the  various  payments  of  services  under  the  program  would  resemble 
those  now  used  in  the  Medicare  program.  State  health  agencies  and  or 
area  health  care  services  boards  would  be  used  to  determine  compliance 
with  the  conditions  of  participation  for  hospitals,  skilled  nursing  facil- 
ities, intermediate  care  facilities,  home  health  agencies,  health  main- 
tenance organizations,  neighborhood  health  centers  and  community 
mental  health  centers.  Payments  to  institutional  providers  of  services 
would  be  on  the  basis  of  a  variety  of  prospective  payment  systems  with 
incentive  payments  (called  quality  management  payments)  to 
better  performing  providers;  %'<>  of  the  incentive  payment  to  a  pro- 
vider would  have  to  be  passed  on  to  the  provider's  staff  and  employee-. 

Payments  for  the  services  of  physicians  and  certain  other  pro- 
fessional practitioners  would  be  on  the  ba<is  of  fee  schedules  estab- 
lished by  the  area  health  care  services  boards.  The  schedule-  would 
have  to  be  accepted  by  the  Social  Security  Administration  if  actuarial 
calculations  showed  that  the  resulting  costs  would  not  exceed  those 
actually  experienced  in  a  base  year  adjusted  for  changes  in  prices  and 
earnings  under  an  index  reflecting  such  changes. 

Physicians  who  choose  to  participate  in  the  program  would  receive 
the  full  fee  schedule  amount  directly  from  the  program  for  all  sen  ice- 
to  all  their  patients.  In  the  case  of  physician-  who  do  not  participate. 
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payment  at  the  fee  schedule  amount  would  be  paid  by  the  program 
directly  to  the  patients;  nonparticipating  physicians  would  have  to 
look  to  the  patient  for  payment  of  their  full  charges,  which  could 
exceed  the  fee  schedule  amount. 

For  all  other  covered  items  and  services,  payment  would  be  made — 
as  under  the  Medicare  program  now — on  the  basis  of  the  lowest  cost 
of  the  items  or  services  which  are  widely  and  consistently  available 
in  a  locality. 

Conditions  of  payment  for  covered  services  would  resemble  those 
now  applied  to  the  Medicare  program  with  the  following  additions: 

Payments  would  not  be  made  to  any  institutional  provider  for 
services  whose  character  or  quantity  had  not  received  the  positive 
endorsement  of  the  State  and  local  health  planning  agencies  for  the 
year  being  budgeted;  payment  would  not  be  made  for  certain  physi- 
cians' services  unless  performed  by  recognized  specialists;  surgery 
could  be  performed  only  after  the  patient  had  been  referred  to  a 
surgeon  by  a  primary  physician;  certain  surgical  and  other  major 
procedures  would  be  performed  only  after  consultation  with  an 
additional  specialist;  payments  for  certain  specialized  procedures 
could  be  reduced  where  there  was  found  to  be  an  overabundance  of 
specialists  in  the  same  area;  and  all  covered  services  would  have  to  be 
reviewed  by  the  professional  standards  review  organization  in  that 
area,  effective  2  years  after  the  program  begins. 

H.R.   10028/ S.  2470!  THE  CATASTROPHIC  HEALTH  INSURANCE  AND  MEDICAL 
ASSISTANCE    REFORM    ACT 

(Chief   Sponsors:   Representative   Joe   Waggoner/    Senators   Russell 
Long  and  Abraham  Ribicoff) 

Payments  to/standards  for  providers  of  services — Providers  of  services 
under  the  Catastrophic  Insurance  Plan  and  the  Medical  Assistance 
Plan  would  be  reimbursed  on  the  same  basis  as  under  Medicare. 
Reimbursement  controls  would  include  the  payment  of  audited 
"reasonable  costs"  to  participating  institutions  and  agencies,  and 
"reasonable  charges"  to  practitioners  and  other  suppliers.  Payments 
to  skilled  nursing  facilities  and  intermediate  care  facilities  would  be 
reimbursed  on  a  "cost-related"  basis. 

Payments  made  under  the  Medical  Assistance  Plan,  along  with  any 
required  copayment  from  the  patient,  would  have  to  be  accepted  by 
providers  and  practitioners  as  payment  in  full  for  the  services  ren- 
dered, and  no  persons  accepting  such  payment  could  charge  additional 
amounts  for  these  services. 

Both  programs  would  apply  the  same  standards  for  providers  of 
services  as  under  Medicare.  Both  plans  would  also  incorporate  the 
quality,  health  and  safety  standards,  and  utilization  controls  which 
exist  in  the  Medicare  program,  including  review  of  services  by  insti- 
tutional utilization  review  committees  and  Professional  Standards 
Review  Organizations  (PSROs). 
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